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International Eco

mental Group on
omic Policy (SIG-IEP)
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dian Treaty Room (Room
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A meeting of the SIG-IEP is
August 11, at 4:30 p.m., in the I
474, 01d Executive Office Buildin
follows:

1. Pipelayer Exports:

2. Report of 1IG Working Gro
Government on Export C
Responding to the Inte

3. Update on Polish Resched

4. East-West Public Informa

5. Report on UNCTAD VI.

p on the Role of the U.S.
edits and Guarantees in
national Debt Problem;
ling; L
ion Strateqy; and

Papers on agenda items 2 and
and 3 will be oral reports. The
lated prior to last week's meetin

4 are attached; items 1
aper on item 5 was circu-

The paper for item 2 is a di
drafted by an IG-IEP working grou
of complex issues and is not bein
decision at this time, but rather
liminary SIG-IEP discussion which
SIG work on outstanding issues.

cussion paper which has been
. The paper raises a number
circulated for a final

as background for a pre-

will help focus any further

Attendance will be principal, plus one.
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Donald T. Regan
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SIG-IEP DISCUSSION PAPER ON

ROLE OF U.S. GOVERNMENT GUARANTEE AND TRADE FINANCE PROGRAMS
IN RESPONDING TO INTERNATIONAL DEBT ISSUES

Scope of the Study

This study was undertaken to determine the role that certain
U.S. Government trade finance programs might play in responding
to countries experiencing extraordipary liquidity problems. It
examines existing programs of the E port-Import Bank, Commodity
Credit Corporation (CCC), the Economic Support Fund (ESF), and
the Foreign Military Sales Program (FMS) to determine how they
can be adapted to offer assistance that would address LDC debt
problems. The study emphasizes ways to build on these programs
and improve their effectiveness, including the allocation of
resources, and analyzes the costs and benefits of the proposed
increase in resources.

The aim has been to develop a ¢omprehensive approach should
the U.S. Government be called upon to assist LDCs with adjustment
proyrams, rather than to relieve them of the burden of adjustment
and the disciplinary pressure involved. Official export support
programs can be adapted so as to catalyze U.S. private sector
participation rather than relieve bankers and exporters of reason-
able and appropriate levels of risk|and should not distort normal
credit patterns. The facilities should be used to help reestablish
private trade finance activities. he special programs so designed
should have sunset provisicns, This study also considers burden-
sharing with other major countries and what the U.S. Goverhment's
position should be in its absence.

There is a strong presumption that the necessary "trigger"
for the extraordinary use of a U.S.|trade finance program is the
existence of an IMF monetary stabilization program and successful
implementation of its conditionality requirements, The application
of each specific program would be tailored to specific debtor
needs and U.S. objectives,

The focus of this analysis is to determine the adequacy of
Eximbank's and CCC's budget authority for PY 83 and Fy 84, if
these agencies are called upon to provide extraordinary financing
in response to the international debt problem through the end of
FY 84. For the purpose of this paper, extraordinary financing
refers to special trade finance facijlities established as part
of a broader package of U.S. Government, foreign government,
private sector, and international agency financing relief efforts
for a country experiencing a severe |liquidity crisis,

Sanitized Copy Approved for Release 2011/07/27 - CIA-RDP85-(I)1 156R000200220004-8



'Se;mitiz.e‘d Copy Approved for Release 2011/07/27 : CIA-RDP85-01 156R000200220001-8
- 2 4 '

Eximbank

Congress authorized FY 83 Eximbank program limits of $4.4 -
pillion in direct credits and $9.0 billion in guarantees and
insurance. For FY 84, the Administration is requesting program
limits of $3.8 billion in direct crjedits and $10.0 billion in
guarantees and insurance. The requested increase in guarantee
and insurance authority was designed to encourage the continued
availability of credit for U.S. exports in the face of the ongoing
indebtedness problems in developing countries.

Eximbank has enough excess guarantee and insurance authority
for FY 83 and FY 84 to provide extraordinary financing to respond
to the debt crisis. If direct credit authority is used for this
purpose, Eximbank has sufficient direct credit authority for Fy
83, but the Administration pay have to request supplemental
direct credit authority for FY 84,  Eximbank's excess program
authority is estimated to be $7.0 billion: $5.0 billion in
guarantees and insurance (of which $2.0 billion remain for Fy 83
and $3.0 billion for FY 84) and $2.0 billion in direct credits
(FY 83 only).

Based on an evaluation of indicative country trade accounts,
rough estimates of the maximum extraordinary financing reguirements
over and above FY 82 Eximbank autharization levels are (1) $1.0-
2.0 billion, if one major country and two medium-sized countries
need extraordinary financing; (2) $2,0-3.0 billion, if two major
countries and four medium-sized countries need extraordinary
finance; and (3) $3.U-3.6 billion, |if three major countries and
six medium-sized countries need extraordinary finance,

Eximbank could deliver extraordinary finance within its
current FY 83-84 budget either by using guarantee and insutance
authority to establish Mexico-type |lines of insured credit or by
using direct credit authority to prjovide balance of payments
loans. Either mechanism can be strjuctured to provide additional
liquidity support. The debtor country could draw down extraordinary
loans in advance of actual purchases to be used as short-term
liquidity financing. Insurance facdilities could be used to
generate additional liquidity if bank access to the facilities
is contingent upon the banks' participating up to their fair
share in new lending to each countrly. Both mechanisms can also
be implemented rapidly, although dilsbursements could probably
proceed more guickly under an Eximbank direct credit,

It is recommended that generallly the delivery mechanism for
extraordinary Eximbank financing be through the special insurance
and guarantee facilities rather than direct credits, because (1)
use of insurance facilities is consistent with the Administration's
Eximbank budget policy to place more emphasis on guarantees and
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Any CCC resources earmarked for
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FY 84 $3.0 billion ceiling

use in responding to extra-

ordinary debt situations should be held in reserve subject to a
decision by the SIG-IEP (or a group designated by the SIG-IEP)

to release themn,

Other Programs

The Economic Support Fund (ESF)
Sales (FMs) credit programs are also
debt crisis, Where the ESF is used
debt problems, there are no obstacile
fast disbursing zassistance linked to
the Congress, however, may object to
debt relief.

The FMS credit programs -~ whic
have become part of the debt problem
The role of Military Assistance Cred
in a separate but related exercise.

Conclusions

Both Eximbank and CCC programs
in extending extraordinary financin
crisis. The IMF cannot remedy the z
country governments and private fin
cooperate with the IMF in providing
seeking debt relief.

The major benefits of a coordi
ordinary financing arrangement are
credit for the debtor country so it
goods, (2) attracts additional comm
{3) assists successful implementati
programs.

** Agriculture disagrees with this

any of its FY 84 $3.0 billion ceili
ordinary purposes related to intern
it estimates that the FY 84 ceiling
as $4.8 billion based on its countr
for credit. OMB believes that the

available in Eximbank's programs co
tural exports, thereby reducing dem

and the Foreign Military
involved in the international
in countries facing serious
$ to using it as short-term,
policy reform or IMF programs;
the use of the Fund for

h are large and growing --
in some debtor countries.
it Programs should be reviwed

should continue to be used
to respond to the LDC debt
DC debt crisis alone. Creditor
ncial institutions should
new credit to countries

L Y

ated and comprehensive extra-
hat it (1) assures access to
can continue to import priority
rcial bank financing, and

n of domestic adjustment

.

nalysis. It does not think

g should be used for extra-
tional debt problems, Instead
should be increased by as much
-by-country analysis of demand
ubstantial excess capacity

1d be used to support agricul-
nd for additional CCC authority.
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ensure that Eximbank and CCC
ined. Unlike aid programs, -
fied that there is a reasonable

assurance of repayment before approving a transaction. To ensure

that the debtor country is taking s

teps to improve its economic

situation, thereby maximizing prosptcts for repayment, the provision
al

of these extraordinary financing f
a number of explicit, but flexible
individual country circumstances,

(1) The yovernment of the rec
its full and credit guarantee.

(2) The facilities should be
commercial bank financing and
for commercial banks to partic
new lending to each country.*”*

(3} Other governments should
the increase in U.S. credits t
the financing burden.

(4) The new credits should be

ilities should be linked to
conditions, according to
These include:

ipient country should provide
specifically linked to continyed

might be used as an incentive

ipate in their fair share in
* *

provide new credits along with
o assure equitable sharing of

provided only to countries

with IMF stabilization programs and which stay in compliance

~ with them.

(5) Any pending or impending
would normally form an integra
financing.

debt rescheduling arrangements
1 part of such extraordinary

**%** The facilities should be lin
continued commercial bank finance,
banks to reduce their unguaranteed
induce additionality by the carrot
appropriate, access might be provi
commercial banks that are particip
new lending to debtor countries.

There is no intention that U.
would pressure individual U.S. ban
decisions. However, in major debt
iMF programs, there have been spec
banks should increase their exposu
or maintain trade and interbank 1li
given date in the past. The borro
lists of how individual banks have
preferential basis might allow ban
to obtain prior access to the extr
before offering them to banks whic
their exposure.

ed to the extent possible to
The program should not enable
exposure, but rather should
rather than the stick., As

ed on a preferential basis to
ting up to their fair share in

. authorities or agencies

s to make specific lending

r countries with significant

fic proposals that commercial
e by a particular percentage

es at levels reflecting a

ing countries have their own

performed; the borrowers on a
s that have met the criteria

ordinary financing guarantees
have not maintained or increased
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Reserve Fund? While it is trye that the volume of risky

guarantees is likely to increase i
tage for either Eximbank or CCC to
Eximbank faces an extraordinary cl
Mexico, claims would likely be put
assets, and have no impact on the
Any claims not booked as purchases
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$3.0 billion. Ultimate claims rec
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probability of recovery, since the
full faith and credit guarantee of
reserve funds are a bit of a delus
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could, for example, be based on tr
taking trade policy issues into ac

Action Program. A permanent
of the SIG-IEP to determine when d
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Guidelines for this group could in
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should be linked to a number of ex
according to individual country ci

(2} The group should coordin
CCC, and other agencies which can
integrated U.S. Government approac
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on the books as purchases of
ank's capital and reserves.
of assets can be paid by
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imited borrowing authority
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t written off as losses (i.e.,
unds to enable CCC to repay
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ary financing have a high
should be backed by the

the debtor country. Special

on, giving false comfort to

r or not the financing is

nable assurance of repayment.
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and policies of foreign creditor
ition in negotiating burden-

s, Burdensharing formulas

de patterns or bank exposure,
ount.

AC working group under ‘the aegis
btor country conditions warrant
bank and CCC financing.

lude:

inary financing facilities
licit, but flexible, conditions,
cumstances;

te the actions of Eximbank,
ontribute resources to an
; and

{3) The group and appropriate agencies should judge whether

there is a reasonable assurance of
financing.

repayment of extraordinary
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IN RESPONDING TO INTERNATIONAL DEBT ISSUES
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August 9, 1983

ROLE OF U.S. GOVERNMENT GUARANTEE AND TRADE FINANCE PROGRAMS
IN RESPONDING TO INTERNATIONAL DEBT ISSUES

Executive Summary

This study was undertaken to determine the role that certain

U.S. Government trade finance programs might play in responding

to countries experiencing extraordinary liquidity problems. It

examines existing programs of the Export-Import Bank, Commodity

Credit Corporation {CcCC), the Economi Support Fund {ESF), and

the Foreign Military Sales Program (FMS) to determine how they

can be adapted to of fer assistance that would address LDC debt

problems. The study emphasizes ways Eo build on these programs

and improve their effectiveness, including the allocation of -
resources, and analyzes the costs and benefits of the proposed

increase in resourxces.

The aim has been to develop a comprehensive approach should
the U.S. Government be called upon to| assist LDCs with adjustment
programs, rather than to relieve them of the burden of adjustment
and the disciplinary pressuxe involved. Official export support
programs can be adapted so as to catalyze U.S. private sector
participation rather than relieve bankers and exporters of reason-
able and appropriate levels of risk and should not distort normal
credit patterns. The facilities should be used to help reestablish
private trade finance activities. The special programs SO designed
should have sunset provisions. This study also considers burden-
sharing with other major countries and what the U.S. Governnept's

position should be in its absence.

at the necessary "“trigger™
rade finance program is the
ation program and successful
requirements. The application
{lored to specific debtor

There is a strong presumption t
for the extraordinary use of a U.S.
existence of an IMF monetary stabili
implementation of its conditionality
of each specific program would be ta
needs and U.S. objectives.

The focus of this analysis is tp determine the adequacy of
Eximbank's and CCC's budget authorit for FY 83 and FY B4, if
these agencies are called upon to prpvide extraordinary financing
in response to the international debt problem through the end of
FY 84. For the purpose of this paper, extraordinary financing
crefers to special trade finance facilities established as part
of a broader package of U.S. Government, foreign government, _
private sector, and international agency financing relief efforts
for a country experiencing a severe liquidity crisis.
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1. Eximbank

Congress authorized FY 83 Eximb
billion in direct credits and $9.0 b
insurance. For FY 84, the Administr
limits of $3.8 billion in direct cre
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and insurance authority was designed
availability of credit for U.S. expo
indebtedness problems in developing
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83, but the Administration may have
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(FY 83 only). '
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two medium-sized countries

need extraordinary financing; (2) $2,0-3.0 billion, if two major
countries and four medium-sized countries need extraordinary

f£inance; and (3) $3.0-3.6 billion, i
six medium-sized countries need extr

Eximbank could deliver extraord
current FY 83-84 budget either by us
authority to establish Mexico-type 1
using direct credit authority to pro
loans. Either mechanism can be stru
liquidity support. The debtor count
loans in advance of actual purchases
liquidity financing. Insurance faci

inary finance within its
ing guarantee and insurance
ines of insured credit or by
vide balance of payments
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ry could draw down extraordinary

three major countries and
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L WY

to be used as short-term
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generate additional liquidity if bank access to the facilities

is contingent upon the banks® partic
share in new lending to each country
be implemented rapidly, although dis
proceed more quickly under an Eximb

ipating up to their fair

Both mechanisms can also

bursements could probably
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It is recommended that generally the delivery mechanism for

extraordinary Eximbank financing be
and guarantée facilities rather than
use of insurance facilities is consj
Eximbank budget policy to place morﬂ

through the special insurance

direct credits, because (1)
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insurance; (2) insurance facilities

of existing Eximbank insurance and g
designed as multipurpose lines) and
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million annually to this group. Thu
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be accomodated within CCC's currxrent
as well.**

Any CCC resources earmarked for
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the Congress, however, may object tg

debt relief.
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m in some debtor countries,
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The role of Military Assistance Cred

in a separate but related exercise.

4., Conditionality

The provision of these extraor
for both CCC and Eximbank should be
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(1} The government of the rec
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{(2) The facilities should be
ued commercial bank financing
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for commercial banks to participate in their fair share in
new lending to each country.®***

(3) Other governmenté should provide new credits along with
the increase in U.S. credits to lassure equitable sharing of
the financing buxden.

(4) The extraordinary credits should be provided only to
countries with IMF stabilization programs and which stay in
compliance with them.

(5) Any pending or impending debt rescheduling arrangements
would normally form an integral |part of such extraordinary
financing.

L

%% The facilities should be linked to the extent possible to
continued commercial bank finance. [he program should not enable
banks to reduce their unguaranteed exposure, but rather should
induce additionality by the carrot rEther than the stick. As
appropriate, access might be provided op a preferential basis to
commercial banks that are participating up to their fair share in
new lending to debtor countries. v

There is no intention that U.S. authorities or agencies
would pressure individual U.S. banks to make specific lending
decisions. However, in major debtor countries with significant
IMF programs, there have been speciflic proposals that commercial
banks should increase their exposure by a particular percentage
or maintain trade and interbank lines at levels reflecting a
given date in the past. The borrowing countries have their own ’
jists of how individual banks have performed; the borrowers on a ;
preferential basis might allow bankg that have met the criteria i
to obtain prior access to the extragrdinary financing guarantees
before offering them to banks which have not maintained or increased!
their exposure. '
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August 5, 1983

E AND TRADE FINANCE PROGRAMS

IN RESPONDING TO INTERNLTIONAL DEBT ISSUES

I. Scope of the Problem

*successful management of the

debt problem will require

flexible responses, tailored to the circumstances of the

individual cases, among which is:

*encour agement to private mar
levels of financing to borrow
of implementing IMF-supported
NSDD #96, June 9, 1983.

The current debt problems of

kets to provide prudent
ing countries in the process
adjustment programs®”

LDCs are the result of more

than a decade of events and policies reflecting, in part, con-

ditions in the industrial market e
in their own domestic management,

conomies, and also weaknesses
There is clearly a need for

concerted international action to maintain both trade and

capital flows.

some LDCs which borrowed heav
Amer ican countries -- are now faci
illiquidity, albeit not insolvency
debt depends on:

1. recovery of worldwide dem
2. a decline in real interes
3. a conscientious effort by

domestic economies, through b

4. continued external financ

Ad hoc debt resttdcturings wi

ily -- especially Latin
ng a problem of severe
Their ability to service

and;
t rates; .

LDCs to restructure their
etter management; and

ing.

11 not solve the fundaﬁental

problems of some countries. Ther
between creditor governments, cre
facilitate adjustment over the me

Unfortunately, private banki
more difficult for LDCs to arrang
a voluntary nature. Most recent
bank lending show a very sharp dr
1982 in new lending to Latin Amer
at constant exchange rates; in th

. lending to Latin America totaled $23.3 billion).

must be close cooperation
itor banks, and the IMF to
ium term,

g flows have become much

, and often they are not of

ata on BIS area commercial

p between the two halves of

ca (from $14.5 to $4.7 billion
second half of 1981, new

There was a

marked withdrawal of short-term credits.

|
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First quarter 1983 BIS data (from a different data base)
show a continuing decline in the grpwth of bank lending, due
both to expected seasonal factors (first guarter aggregates
normally show relatively little growth) and slower underlying
extension of credit; most of the new lending to Latin America
in the first quarter went to Mexico and Brazil, in parallel
with drawings on the IMF.

The effort of this Working Group has been to examine
possible trade financing actions by the U.S. Government, 1f
possible with appropriate burdenshgring, to complement estab-
lished IMF programs. The Group focused on the adequacy of
existing U.S. Government programs to respond to extraordinary
financing requirements which may arise in some debtor countries
by the end of FY 84. -

A point to bear in mind is that if additional trade financ-
ing is not available from U.S., Government guarantee facilities,
the funds required to provide temporary adjustment assistance
to major developing country trading partners will either have
to come from other sources (possibly from competitors), or the
countries concerned will be forced to adjust still further,
with concomitant reductions in U.S, exports.

II. U.S. Strategy

Current U.S. strategy is designed to deal with international
debt problems in a flexible manner It is based on expectations
of effective adjustment by the debtor countries, reasonable
economic growth in the industrial ations, and an adequate level
of financing which allows orderly adjustment and avoids trigger-
ing political problems that could damage U.S. interests, There
are five elements in this strategy;

1. Primary responsibility must rest with the debtor countries
to undertake adequate adjustment mcasures. ) .
2. The IMF should play a-key role in providing official
medium-term assistance to tropbled borrowers with adjustment
programs, and its resources should be increased.

3., Commercial banks must maintain and increase their own
lending in the borrowing countries which are following
appropriate adjustment programs.

4. Central banks and treasurlies must be willing to provide
short-term immediate liguidity support, when necessary, to aid
selected borrowers which are working out adjustment programs
with the IMF. '
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5. There must be a resumption of credible economic expan-
sion in the United States, Ewope, and Japan. Concomitant
to this, protectionism must be avoided so that LDCs can
find export markets for their pxoducts.

The first phase of the inter
general been successfully contain
difficulties must be anticipated
to experience extraordinary liqui
policy choices -- perhaps even es
some cases —- may be required.

ational debt problem has in

d. Nevertheless, major

ince some LDCs will continue
ity problems. Complex U.S.

ablishing new precedents in

As noted, commercial banks h
or increase exposure in many coun
about the conditions that Congres
for authorizing the U.S. share of
increase. Congressional proposal
requirements on ovéerdue debt may
international commercial lending.

ve been reluctant to maintain
ries. There is uncertainty
will impose as the price
the IMF's proposed quota

to impose onerous reserve
dd additional impediments to

Developments in debtor count
ties. There are some (e.g., Braz
maintain compliance with IMF prog
are also periodic calls (led by V
unilateral debt write-down by a g

ies also add tc the uncertain-
1) that have been unable to
am conditionality. There
nezuela) for some form of

oup of debtors.

The combination of internal
cial financing, both from banks a
suppliers, has caused a sizeable
imports and consequently of U.S.
must be seen in context (in some
increased imports from sharply re
impact in many LDC markets has be
major industrial countries from t
levels. '

djustment and loss of commer-
d directly from commercial
ontraction of debtor countries®
xports. While this statement
uced levels), the overall

n a decline in imports from
eir previous unsustainable

ers will be called upon to
ion of total finance to LDCs

It appears that official len
provide a larger relative proport
than: in previous years. .._. . ..

[ > - -

A, Previous SIG-IEP Review

These issues were examined a
SIG-IEP review of the U.S5. Approa
Problem (NSSD 3-83), The review
current strategy to changing circ
proceed® in the evolving economic

considerable length in the
to the International Debt .
onsidered that “"adapting the
stances is the best way to
and political situation.

"In view of these uncertainies and the large U.S. economic,
political, and security interests| at stake, the United States,
in cooperation with other major industrial countries, needs to
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closely monitor evolution of the in
The operation of the strategy in th
It should be assessed ©
adaptions made flexibly in light of
fr amework of the basic approach....[

turbulent.

L]

[AL

ternational debt problem.

p near term is likely to be

n a continuing basis, and

specific problems, in the
(NSsD 3-83; pp. 1i-iii.)

NSDD-96, which the President approved, mandated that an

1G-IEP would explore, inter alia:

*The adequacy of U.S. resourc
financing and the extent to

can be expected; and the appx|
Stabilization Fund, Export-Im

Credit Corporation funds in
countries of varying importa

*The availability of private
trade finance facilities --
in supplier credits, bank co
whether improvements can be
for trade paper (i.e., disco

and whether Export~-Import Ba

can play a greater role in £
transactions.”

B. The Special Role of Government

s for short-term bridge
hich multilateral efforts
opriate use of Exchange
port Bank and Commodity
oviding financing to

ce to U.S. interests.

ending and the adeguacy of

articularly developments

er and trade receivables;
ade in secondary markets
ting of trade receivables);
k, FCIA and private insurers
cilitating short-term trade

Guarantee and Trade Finance

Programs

The current exercise on the r
gram
and exports rat

finance programs can help develop

s in managing the debt problem

her than on the 1mmE
Federal Reserve bridge financing n
to remain viable until it can nego

nle of U.5. Government pro-
focuses on trade finance
diate short-term Treasury and
cessary to enable a borrower
tiate an IMF program. Trade
market confidence, promote

{

, check the decline of U.S.
ms, and faciliteie LDC

the exceptional use of such
iencing major liquidity

ance U,S. exports, a

additional commercial bank lending
exports resulting from debt pxoble
adjustment efforts. It focuses on
programs_in debtor countries exper
problems, In considering programs to fin
distinction is made between:
-- countries which are unablg
source, whereby U.S. guar
to maintain critical impor

to maintain the LDC's own
client alive); and

to obtain financing from any
ntees would help the borrower
ts from the United States and
exports (i.e., keeping the

sorrowing country that it could

-- providing financing to a k
if not available from the

obtain from another sourc$
: |
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United States (i.e,, finan
market share).

C. Parameters of the Study

(1) The objective of the study is
role of U.S. Government export cre
the debt crisis and then to assess
programs and funding levels, parti
Eximbank, to deal with the problem
consideration is now until end-198

(a) emphasizes ways to build

improve their effectiveness ir
rather than creating new progxy

(b) assesses various ways to

(c) analyzes the costs and b
in resources.

(2)
necessary to address debt problems
money™ at the problems nor
programs. Moreover,
finance support may be rel
ment might consider to ass

The purpose is to recommend onl

to recomm
it is recognized that extraordinary trade
ated to other measures the U.S. Govern-—
ist a recipient country in managing its
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cing in order not to lose

to determine the appropriate
it programs in responding to
the adequacy of existing
ularly those of CCC and

The time frame under

The review:

q

C

i.
on existing programs and to
extraordinary circumstances
ams or budgeting more resources;

allodate.resources;

nefits of any proposed increase

y the minimum allocations
We opose neither to "throw
end new export promotion

overall liguidity and debt problems.

(3} Within the context of the exi
this study is to develop an approa
ment programs, rather than relievi
programs or removing the disciplin

(4) The study starts with the. pxe
export support programs (and any i
will be designed to catalyze priva
exports, rather than relieve banke
and appropriate levels of risk. -

ting strategy, the aim of

ch to assist LDCs with adjust-
ng them of the burden of such
ary pressures involved. :
mise that the use of official
nerease in funding levels)

te sector financing and U.S.
rs and exporters of reasonable

{(5) The aim of the study is not ¢
ment"” programs for LDCs and U.S.
review provisions included in wha

D. What Triggers a Program, HOw

3

o create longer term “"entitle-
xporters; there will be sunset—
ever recommendations are made,

Existence of an IMF adjustment program is gene
extraordinary trade-
The fact that an IMF program is

sufficient presumption that an
program could be established.

CONFID
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in place is an indication that a ¢
deteriorating economic situation,

and has required and met the condi
program. The specifics of individ
i.e,, delayed payments resulting £
exchange receipts and reserves tha
basic commodities and debt service

puntry has been experiencing a
possibly a liquidity crisis,
tions for an IMF adjustment
val situations will differ;
rom leads and lags, foreign

t do not cover imports of

months® imports, or, cash flow insu

levels of international trade.

It is unlikely that the Unite

for extraordinary trade financing
by the borrower of an IMF program
and/or without successful mainten
requirements., There must be a pr

The actual shape of the extra

program, its contents, and the re
will depend on the specific needs
tives that the U.S. Government is

could, inter alia, entail providin
for the demonstration impact on fi

assistance in meeting a temporary
precipitate a more sericus cutoff
induce commercial banks and trade

unguaranteed credit than they othe

U.S. trade with recipient countri
include assuring the availability
exports, sustaining particular cr
fertilizers; or attempting to ins
firms as well as parastatal enter
available foreign exchange resour

E. Burdensharing

Some judgments are necessary
burdensharing with other major co
fr amework of Eximbank programs):
countries to respond; how strongl
advanced in the absence of agreem
what the U.S. position should be
of other countries refuse to coop

F. Creditworthiness — Are We Goi

, reserves of less than three
fficient to sustain minimal

d States would approve a request
assistance without establishment
(i.e., adjusting on its own}

ce of IMF conditionality

a
eEumption against this possibility.

rdinary U.S. trade financing

pective roles of CCC and Eximbank

of the borrower and the objec-

attempting to achieve. These

g foreign exchange and liquidity;

nancial market confidence; for

liquidity runocff which could

in financing, attempting to

suppliers to provide more

rwise would; or to sustain

s. Other objectives could

of vital inputs necessary for

cial product sectors such as

re that foreign private sector
ises receive a fair share of

es,

on: the appropriate degree of
ntcies (especially in the

he ability of other .creditor
WG recommendations can be

nt on such burdensharing, and
f export financing agencies
rate,

g to Get Paid Back?

Some of the countries in whi

large exposure are experiencing s

may have difficulty in making rep

. Moreover, the existence of an IMF
could be taken as a good faith in

h CCC and Eximbank have a
rious financial problems and
yments in a timely manner.
program and meeting its targets
ication that the borrower is
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making a genuine effort to redress its economic situation, and

thus is creditworthy.

For example, during FY B4, t
anticipate will continue to need
ordinary levels of official finan
new or further repayment problems
Egypt, Mexico, Morocco, Nigeria,
Sudan, Venezuela, Yugoslavia, and
most recent Treasury watch list,)
be made to traditional creditwort
to these extraordinary circumstan

G. WG-IEP Findings

In determining the appropria
guarantee programs-of CCC, Eximba
agencies in responding to the deb
are addressed:

-=- Should these programs bhe
having financing difficul
resources should we commi
end-19847

-- What is U.S. policy on ot
(e.g., meeting subsidized
what level of resources s
tions?

~- Defining the risks of pro
tries with financing prob
economic and financial co
.should funds be appropria
tingent liabilities; what

~--""- - creditworthiness might be

“<oesFewWhat risks; both of--an-ec
would be entailed in not

~=~ Should there be linkage i
factory compliance with 1

—- The extent to which burde
or encour aged.,

The following chapters analy

- programs (i.e,, the State Departm
the DOD Foreign Military Sales Lo
the WG-1EP's overall policy findi
upon the judgments developed in t

e following countries, which we
oth normal and possibly extra-
ing support, may encounter
Argentina, Brazil, Chile,
eru, Philippines, Poland,
Zaire. (See Table )}, p. 14,
What changes, if any, should
iness criteria in respaonding

es?

e role for the credit and
k and other U.S.

Government
crisis, the following topics

sed to aid countries which are
ies and, if so, what level of

for this purpose through

er uses of these guarantees
EC and other competition), and
ould be devoted to these func-

L

iding these guarantees to coun-
ems:
ts to the U.S. Government;

ed for a reserve to cover con-

what are the potential

if any, special problems of

posed by any of these countries?

némic--and political ‘nature,

oviding these guarantees?

the U.S. programs to satis-

F adjustment programs?

sharing might be considered

e CCC, Eximbank, and other
nt's Economic Support Fund and
ns).
gs and recommendations, building
e text on individual programs.

A final chapter includes
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III.

1/ Since CCC has exhausted its FY 1
can assume that the FY 1983 ceiling
demands in response to debt proble
of FY 1983 without reprogramming oq

Commodity Credit Corporation

A. Methodology

The primary purpose of thi
whether and how CCC's GSM=102
should be used to aid countrie
might result in a declining ma
exports; (2) to determine whet
guarantee ceiling is adequatel
it for extraordinary financing
debt problems; and (3) if not,
additional special resources C
demands.,

This analysis first descri
Guarantee program and its use
naticnal debt problems. It th
extent to which demands for CC
84 directly linked to debt pro
within the existing FY 84 $3.0
other program objectives; and
might be required. This paper
legitimate goals and uses of C
related to liguidity crises.

B.

CCC Charter Authority

The primary purpose of CCC
bilize, support and protect fa
in maintenance of balanced and
tural commodities and facilita
of agricultural commodities.*

CCC's Charter places few r
to promote agricultural export
authority to provide credit to

CCC)

section is (1) to determine
xport Credit Guarantee Program
facing a liquidity crisis which
ket for traditional U.S. agricultural
er the proposed FY 84 GSM-102
to respond to calls upon
resulting from international
to estimate the level of
C may need to meet such

es CCC's GSM-~102 Export Credit

hus far in response to inter- -

n focuses on estimating (1) the
guaranteed financing in FY :
lems can be acccomodated
billion guarantee ceiling given
2} what additional resources

is not intended to explore

C guarantees beyond those

under its Charter is to "sta-
m income and prices, assist
adequate supplies of agricul-
e the orderly distribution

straints on CCC's activities
« In providing CCC with
promcte expcorts and aid in

the development of foreign markets for U.S. agricultural

commodities, the CCC Charter g

ives it broad powers to “deter- .

mine the character-of and the-hecessity for its-obligations

and expenditures and the manne
incurred, allowed and paid."”

r in which they shall be

The Charter permits CCC maximum flexibility to respond

to extraordinary situations, a

lthough statutory authority

establishing various CCC programs (other than GSM~102) may

place limitations on their use

983 guarantee authority, we .

is not adequate to meet

s in the remaining two months

new authority.

CONFIDENTIAL

e |
Sanitized Copy Approved for Release 2011/07/27 : CIA-RDP85-01156R000200220004-8
1

o



Sanitized Copy Approved for Release 2011/07/27 : CIA-RDP85

CONFID!
-9

cC.

CCC's GSM~-102 Export Creq
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dit Guarantee Program

l. Program Description

and Objectives

The primary role of GSM-|

guarantee program, is to ex

products from the United Sta

as a replacement to the CCC

as part of an overall strate
agricultural trade on Federa
role of private sector finan

. -Operational since FY 8},

- exporters of agricultural c

and political.2
small premium above LIBOR,

Risk~sharing'is an inte

protects the commercial qualj
Participati
assume a portion of the risk

-of the program.

98 percent of principal and
of interest.

time of application.

The primary purpose of G
develop and maintain markets
in those countries where cre
- Since commeércial tra

. sale,3

Lo 12 mliErITTES OTTL FNT TS

27 GSM-102 replaced GSM-101 Expor
T979-1981, which only insured aga

3/ Only nations who have Most Fav
eligible (though countries not ac
legally precluded from participat

amendment of the Trade Act of 197

countries are barred by Executive

regulations (e.g., Vietnam, Cuba)

CONFID

on credit terms of up to thr
U.S. Government guarantee co
The interes
by the financing institution
o

CCC is permitt
of principal and interest up
most recent 52-week Treasury
(In on
Mexico, has the coverage bee

102, a commercial export credit
nd the demand for agricultural
es, The program was established
xport credit direct loan program
y to reduce the dependency of
Assistance and increase the
ing.

GSM-102 is designed to assist U.S.
modities in obtaining financing

e years by providing a partial
ering all risks, both commercial
rate on the credit is fixed

and is generally set at a

on occasion, U.S. Prime.

al feature of GSM-102 since it

ty and the financial integrity

g U.S5. banks are expected to
The standard guarantee covers

p to eight percentage points

d to cover up to 100 percent

to the bond equivalent of the

bill auction average at the

y two instances, Poland and
increased.)

M-102 guarantee program is to
for U.S. agricultural exports
it is necessary to make a

e in agriculture is usuvally

— T -
3 T

L

bty b Ribe ;3 220

t Credit Assurance Program, operative
inst non~commercial risk.

ored Nation status are considered
corded such treatment are not
ion). However, the Jackson-Vanik
4 does apply. . Certain other
Order or Department of Commerce

ENTIAL
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on a cash basis, GSM-102 is targeted tc those countries

which (1) need financing to purchase agricultural imports,

(2) need U.S. Government guarantees to secure commercial
financing of their imports, and (3) offer reasonable assurance
of repayment. GSM-102 guarantees are also intended to
provide U.S. exporters with the means to meet foreign compe-
tition financed with officially supported credit.

GSM~102 is not generally ihtended for use by countries
(1) where concessional financipng or food aid (e.g., P.L.
480) is more appropriate; or (R) which, in the absence of
the program, would purchase U.5. commodities for cash. In
practice, this has meant that the recipients of GSM-102
belong to the middle and upper| ranks of the LDCs {roughly
corresponding to the Category II countries in the Arrangement).
Countries which no longer fit the generally agreed per capita
GNP requirements for P.L. 480 Einancing are considered ’
particularly appropriate as ar countries whose improved
financial position warrants "graduation® from food aid
programs.

In FY 83, GSM-102 guarantees were used as part of blended
credit packages designed to counter subsidized competition.

2. Program Implementation

ear ceiling on the amount of
nder GSM-102. Within that
ibility for developing individual
jdentifies countries which

or expanding U.S. agricultural
mentioned above, e.g., market
lon and creditworthiness. CCC

OMB sets an annual fiscal
guarantees CCC can authorize
ceiling, CCC has full respons
guarantee programs. USDA/FAS
of fer the best opportunities
exports and meet the criteria
development, foreign competit
is not required to determine the allocation of its entire
guarantee authority (or a large percentage) at the beginning
of a fiscal year. Though a glchal budgetr, vhirh sets priorit-
jes and estimates probable annual demands for guarantees,
is prepared for internal use, authorizations are made
piecemeal throughout the year )

gram levels, CCC does not
schedule. BHowever, it does

ive exposure of individual

red by CCC to issue an irrevoc-
the port value (F.0.B.) of
ffect, this sets an upper

antees that can be extended
CCC's exposure in that country.
increase these amounts by

aising the ceiling on already

In establishing annual pr
establish a country limitatio
place a ceiling on the cumula
foreign banks (which are requ
able letter of credit coverin
the commodity exported). 1In
boundary on the amount of gua
to any one country, as well a
However, CCC has discretion t
(1) approving new banks; (2)

" CONFIDENTIAL
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approved banks; (3) reguesting a government guarxantee which
permxts individual banks to exceed limitations; or (4)
waiving bank limits entirely.

All proposed guarantee transactions above $4 million
and/or having a maturity over |360 days are reviewed by the
National Advisory Counc11 on International Monetary and -
Pinancial Policies (NAC)4 chaired by the Treasury Department,
to ensure that each guarantee is consistent with U.S. finan-
cial and international economic objectives, that the recipient
country meets standards of creditworthiness, and that the
terms of the transaction are appropriate.

3. GSM-102 Response to the I ternational Debt Problems .

 What is the recent history of using the CCC program to =
assist other countries facing | severe liquidity problems? 1In
response to liquidity crises in several countries this fiscal
year, CCC has, among other things: (1) continued to authorize
guarantees to traditional GSM+102 custcmers vwho are experienc-
ing liquidity problems; (2) in some cases, raised guarantee
lines to these traditional customers; (3) inaugurated guaran-
tee programs for several countries, which previously had -
not required credit or CCC programs, to purchase U.S. agricul-
tural products; and (4) had its guarantee ceiling raised

to accommodate such demands.

With interagency approval, the following occurred:

-~ CCC authorized $1 billjon of three-year guarantees
for Mexico in response to its|severe liquidity crunch in
August 1982.° Mexico, a major purxchaser of U.S5. agricultural
exports, had not previously used CCC's programs. OMB agreed
to raise CCC's FY 83 guarantee ceiling by $1 billion
since it could not be accommogdated within the existing ceiling
without foregoing other anticj pated aliocataons.

© “pue to the nature and size of" this" program ($1 billzon s
exceeded the aggregate amount| of credit CCC-approved Mexican
banks could guarantee), CCC rpquested and was given the guar-
antee of the Mexican government. When the commercial banks
refused to participate unless| their risk was decreased, CCC

4/ NAC membership consists of Treasury, State, Commerce, Eximbank,
IDCA, the Federal Reserve and USTR,

r5/ Mexico did not have an IMF program in place at the time, but
Mexican agreement to such a program was expected shortly thereafter.

a

2_
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agreed, as a special exception, to guarantee 100 percent
of principal and the maximum eligible interest.

CCC authorized an additional $200 million of guarantees
to Mexico for FY 83 and $500 million for FY 84. A request
by Treasury to increase the FY 83 amount to Mexico by an
additional $500 million this fiscal year is currently under
consideration,

—— In the fall of 1982, CCC authorized $175 million of
guarantees as a portion of the U.S. Government's financial
-response to Yugoslavia's serjous debt problems., This was
part of a multilateral finan¢ial package put together by the

 -United States.and Yugoslavials other major creditor countries.

== CCC increased its.guarantee program to Peru and Brazil
-this fiscal year. In the case of Peru, CCC continued to
register exports under its gpharantee line even after it
began to receive notices of onpayment from commercial banks
holding CCC-guaranteed credits and Peru undertook a Paris
Club rescheduling.

—-— CCC established new ograms in Chile and Ecuadcr,
when these countries no longer had foreign exchange available
‘to purchase U,S. agricultural exports.

~- A request for $150 mi
Nigeria in light of its det
situation was initially rej
decided that repayment was

_ extension of guarantees mig
"coming to terms wich the IM
economic reforms. Eventual
was approved for Nigeria fo

- was the consensus of the SI
.~ further- guarantees until, a
- IMF-supported adjustment px

riorating economic and financial
cted by the SIG-IEP. The SIG-IEP
ot only unlikely but also that

t encourage Nigeria to postpone
and undertaking necessary -
y a $30 million guarantee program
foreign policy reasons, but it
that Nigeria would receive no

a - minimum,.it. has. adopted an
gram,

— v . . e e - . - . » - -

C's guarantee program should be
CC's response to international
debt problems, Because the majority of CCC guarantees have
been on three-year terms, there has always been an element
of balance of payments support inherent in each GSM-102
transaction.

One general aspect of C
noted in any discussion of

.6/ CCC has raised its guarantee goverage only one other time.
Principal coverage was increased| to 100 percent and interest:
coverage was dropped to six perc;nt on guarantee lines for Poland.
When banks refused to pick up sope of the guarantee line, CCC
allowed Poland to prepay its unguaranteed interest, making the

transactions'virtually risk-free| for the banks.
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G. Available Authority for FY 83 and FY 84

FY 83 Authority: Eximbank's projections as of June 28,
1983, indicate that it will have considerable program authority
available for extraordinary financing through the rest of FY 83.
Remaining direct credit authority will amount to at least $2.0
billion, while remaining guarantees and insurance authority will
amount to at least $2.0 billion. With two months remaining in ,
FY 83, the"$4.0 billion in excess:authority should be ample.for - .. . -=

any contingencies which may arise.

- FY 84 Authority: The Administration has requested $3.8
billion in direct credit authority and $10.0 billion in guarantee =~ T
and insurance authority. It is difficult to project exactly how R
much room there will be for special programs in FY 84, .but it is I
possible to construct rough estimates based on historical levels
and projeéctions of U,S. exports (especially capital goods) and
the historic ratio of Eximbank activity. The demand for Eximbank
resources will be a function of (1) the level of U.S. capital
goods exports to developing ountries, (2¥ the intérest rate -~~~
environment in the United States, (3) the intérest rate matrix —~-
of the Export Credit-Arrangement, (4) foreign competition, and . - e
{(5) the demand for project finance. o - ’ -

(1) Direct Credits. Eximbank direct credits will continue

to be targeted against foreign, officially supported, subsidized -
financing. Demand for Eximbank direct credits. to support non- S
aircraft exports to relatively rich countries will be small, . . -
given the current level of commercial interest rates and Arrange- -

ment rates for relatively rich countries. Eximbank will continue

to offer competitive financing for exports to intermediate and -
relatively poor countries, as well as competitive aircraft, - S
unless U.S. interest rates drop and/or 'the néw Arrangement ties

rates for intermediate and poor countries to market rates.” -~

- The demand for ‘Eximbank ditéct’CréQi;é fu;?FilB%éiéf(qughly?’** o
estimated to be no more than $3.8 billion, tHe amount which the '
Administration requested. This estimate is based on the following:

UL A
FOERLIT TNV,

~-— fThe demand for Eximbank support for non-aircraft, non-
nuclear capital is estimated at $2.4 billion for FY B4.
This estimate is based on the typical share of capital goods
exports supported by Eximbank and Chase and DRI projections
that capital goods exports will remain basically flat during
FY 83 and FY 84. This estimate is further substantiated by
demand estimates based on a forecast of major projects
likely ‘'to require Eximbank support in FY 84. However, =

- similar forecasts last year overestimated the activity for
FY 83; to date, Eximbank has only authorized $246 million
for this category in FY 83.

. COANFT DENTTAT. '
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—— The demand for Eximbank support for nuclear projects is
very uncertain, Major projects have been forecast in the
budget every year since 1980, but have failed to materialize.
An estimate of $250 million is included to account for the
low level of FY 84 Eximbank financing expected in possible
projects.

. == The demand for Eximbank support for aircraft is estimated _
. at only $400 million, due_to the slugglsh recovery of_the e
world economy and the growing capacity of airlines as earlier o

orders continue to be delivered.

_if—'»-"“Deménd*for—bther programs (discount loan and medium-term S
" €redit) is expected to rise to $600 million. The medium- _~ -
"_ teérm area is expected to show- a quicker recovery than the

.- long=texm’ credxts. because of thé shorter lead. time: for._.‘

~ importer. contrac; deliveries for. such.types of equipment. -

"(2) Guarantees and Insurance: It is more ‘difficult to ' T
estimate "normal” demand for guarantees and insurance. Such e
demand i$§ ‘generally a “function of the level of trade and the
assessment of risk by exporters and their banks. Decrea51ng
intérnational-trade in the past year lowers the demand fox
insurance while perceptions of increased commercial and political
risks (as evidenced by the reduction of supplier credits to high

debt developing countries). may increase the share of 1nternatlona1 o
trade Wthh is insured. . T S - it

‘The followlng table shows the tradxtlonal levels of Eximbank
guarantees and insurance:
.- PR - - " LT s - . - \ ' ety
T 'Guarantees and Insurance Authorizations |
($ millions)

FY 7 Guarantees ' Insurancé 'Total

1978 . . 589 o -~ 3362 . . .- 39851y - 7. T
. 1979. .. . _ %08 - . _.. ... 4108 __. .. . 50l - ...
71980 - 2510 ' " 5521 ST 8032 7T

3981 . . 1513 o _ _ 5910 o 7223

1982 . 727 - 5105 - 5832

1983 (estlmated) 6300

The demand for Eximbank guarantees and insurance peaked in
FY 80, in part because of use of unusually large amounts of ‘
financial guarantees as substitutes for limited direct loan R
author1ty. Otherwise, the annual demand for guarantees and '
insurance has been about $7.0 billion or less.

CONFIDENTIAL
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Normal demand for insurance and guarantees in FY 84 is not
likely to be above $7.0 billion:

-~ World economic recovery is expected to be sluggish and

U.S. trade is not expected to increase to levels significantly
greater than in FY 83.

7 —— Even in-FY 83, when Eximbank is providing extraordinary

- - 4insurance-facilities. for:Mexico and-fairly extensive insurance
aﬁthoriz&tions*forﬂcountries"suchLaé-Nigérih;”ﬂemand:forf*-
insurance and guarantees is estimated to be less than $7.0

- bill}gnt_—_:“' - U S LA e L .

-= Those-markets in which trade finance .is drying up are
. _}he%most;likelyicanﬁidateélfor%ex:tdérdinary;finaﬁcing;n
-;4ﬁ?3:her=thanfhbrmalfsximbank#@uﬁran:EQSTan&biﬁsutancé:T
,;"Eqr*example;:mosf}éf;xhe+brobtem'debto:;countfies;akeiin”
Latin America, which accounts for about 35 percent or $2.5
billion of the Bank's normal guarantee and insurance authority.

S TUa o A e e —_—— -

czrs.3t.-is. 1ikely- that- Eximbank.will- have about $3.0 billion excess
'guarantee:ana:ihéurancq;aqthocityzévailabIe;fdn;eft:aordfnary
“financing during= FY 84,0 SooT oo ToooeTo ST Do T

(3) Excess Eximbank Program Authority through end-FY 84.

- Eximbank has substantial program authority remaining through the
end-of-FY 84,-a total of $7.0 billion. (See table below.)
Guarantee and insurance authority is adequate for extraordinary
finance in FY: 83 and FY. 84, and direct credit authority is adequate
for FY 83. 1If special direct credit facilities are used in FY )
84, the Administration may have to request supplemental direct
credit authority for FY 84, Any large transactions which use
excess FY 83 program authority ($2.08 billion in insurance and
guarantees and $2.0 billion in direct credits) for extraordinary
finance would have to be authorized by the end of August tc

~allow for Congressional xeview. . . ' o

- Sy
J T o= el - =
- - PG z - - -
__ PR e oz -
—— - = -

a—

!

© Estimated Excess Eximbank Program Authority™:i~ T 7
o (s billions) = - L

‘Program . ..Fi 83  FY 84 oTotal
_ - Guarantees and i
- Tnsurance . 2.0 © 730 - 50

seoo - Direct Credit = IO ¢ == 200 e
- Total T 4.0 3.0 7.0

. ' CONFIDENTIAL
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H. Demand for Extraordinary Eximbank Support by End of FY 84

It is difficult to estimate the demand for extraordinary
Eximbank financing to meet contingencies arising from the debt
problems through the end of 1984, particularly since it is not
possible to predict with certainty which countries will xequire
extraordinary financing and. which countries will not. At best,
the maxinum demand for extraordinary financing can be evaluated
under three scenarios: ~ (1) one major debtor Tountry and two medium- -
sized debtor countries experience severe liquidity problems; (2)

- two major debtor countries and four medium-sized debtor countries
experience ligquidity problems; and (3) three major debtor countries
and six medium-sized countries experience ligquidity problems.

I e s . St e ah e b

T ’_J"

. - Individual indicative gountries are-evaluated.in order -to -

get some sense of the order  of magfiitude of the problém.  The -
criteria for selecting these countries weére that ‘they were -
indicative of developing countries in which U.S. trade and Eximbank’
exposure are traditionally-fairly significant. For purposes of _ . __
analysis, indicative major debtor tountries include Brazil, .. '
Korea, Mexico,-and Venezueld.” Indicative medium-sized countries
include Argentina, Chile, Indonesia, Nigeria, Peru, Philippines,

and Yugoslavia. It must be emphasized that these lists are only
indicative lists; the appearance of any country on this list as
well as the analysis that follows does not necessarily mean that
the“country is having severeliguidity problems which would .

- T . = » - x 3 - -
require extraordinary finanting. -. = - e .

, A.rough method to estimate the outer limits of country, .
demand For extraordinary Eximbank-trade financing is to evaluate
that-country's trade account.with the Dnited States. Table 2.
summarizes the maximum estimate of extraordinary-Eximbank support
by country, reflecting 1982 trade patterns and potential eligibility
for (1) short-term insurance; and-(2) medium-term insurance and

~  gaarahtees, as well as’ long=term Eximbank [inaacing. . - = -

- This.analysis is only being used to-estimate the largest -
possible demand which extraordinary financing ¢ould pirt’ on Exim-
bank's budget. This analysis is in ho way predictive nor by
itself should be used to determine specific country allocations.
This analysis needs to be considered in the context of the overall
availability of capital to a country experiencing severe liquidity
crisis before determining specific amounts of extraordinary

trade financing to be provided. e o o

Amounts hypothesized é?e based on a number of assumptions:

- Short-ierm insurance is for six months and is assumed to
be cycled twice per annum, .
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ESTIMATE OF THE MAXIMUM DEMAND FOR EXIMBANK EXTRAORDINARY
FINANCING BY INDICATIVE COUNTRY 1/

{$ million)

Country Maximum Eximbank Support Authorizations
- Short-term Medium-term/ Total. FY 82 FY 83 on -
Long-term - June 30
Large Debtors---= = - T n Lo Samheo mn 2 LT —
‘Mexico | 1377 C179s L 3172 1376 412 e
- Vemszuelal c: 436 zis. is 1088iics s15Zes rirBAS. ini242 ook
Medium-sized | . '
- Deptors,g e I e
- Argentina a3l 3 - f445i;§;3~55§;;i¥3-:22 T
" chile e 143 : 212 9 T 4 -
] Indonesia 179 . 453 632 430 98 L
TooNigeria . - 63 - 1233 7 96 153 44
Peru - 75 - 225 . 300 198 ... 101 o
. rfhi}ipﬁines.:;:ZQQ B f,;224,1A' _ 5953 - _Jv3-§l}_;§ji' i
Cvugostavia s s amt wos 0w

1/ These figures are estimates of the outer limits of
demand for Eximbank support- for each country, ‘based:on evaluations
of the U.S. trade account with these countriesrin: 1982, - They—-
are not predictions of which countries,-if any, may require
extraordinary financing. The countries were chosen ‘as represent-
ative of developing countries in which U.S. trade and Eximbank °
exposure are traditionally significant. This table is in no way
predictive nor by itself should be used to determine specific
country allocations. Country allocations would need to be
considered in the context of the overall availability of funds to
a country'before determining specific amounts of extraordinary

. financing to be provided.
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~-- Hypothetical coverage for most cateqories is based on
an assumed use of Eximbank support for no more than 50
percent of total U.S. export volume. The 50 percent figure
is only indicative, but nonetheless based on the view that
(1) it would be administratively impossible to mobilize
trade finance for most exports under a special facility; and
(2) other sources of finance will be mobilized to share the
burden in a major liguidity crisis, as they have durlng
1983.

- == The-estimates assume that Eximbank would not support I
agricultural commodities because of the availability of R
~“support from the Commodity Credit chporatxon, but Eximbank
"1nsurance could be—employed also as 1t has been 1n the past.

- Extraordlnary f;nance would only go for prlorlty products.
_ Items such as passenger cacxs, Tv sets, and consumer goods are
not 1nc1uded in the est1mates. -

e - ¢ - . 5 _
SImrR T e L I ne et - 1o T 3eD L3

The table reveals that Mexzco could requlre the most Eximbank
support in the context of a major liquidity crisis -- $3.1 billion,
which.is about $1.8 billion more than 1982 Eximbank authorizations. o
The maximum Eximbank support ranges from $1.0 to $1.5 billion _ S
in Brazil, Venezuela and Korea, which is ahout $500-700 milliom~
more than “normal” annual authorizations. For medium-sized
countries, maximum extraordinary financing ranges from $150
million to $500 million, on average $100 m11110n more than normal
authorxzatxons per country.

" These figures may be ‘overestimates because:

-- During Mexico's recent financial crisis, it clearly. .
did not require such huge levels of Eximbank support.
- Eximbank's special insurance facilities amcunted to $350 -
million in suppport. Eximbank estimates that total demands
"by the end of CY 83 will probably be no more than $700 -
million, although Mexico estxmates $900 m11110n.

-- The tirade account analysxs is based on 1982 trade’ fxgures.'
The 1982 levels of imports for -most- oﬁ-these countries were -
szgnxfxcantly higher than the perzod 1978-1980 and were’ only
surpassed in 1981. :

== The trade account analyszs is inflated by 1nc1ud1ng
mineral fuels (which are subject to existing commitments)
and crude materials (which may be difficult to f;nance under
a facility because of the dlversxty of suppllers).

-- 1t could be d1ff1cu1t for most of these.countr1es"to v
administer and absorb Eximbank support under insurance
schemes for such large amounts in a short period of time,
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—- In any major international relief program, other sources
of liquidity (IMF, IBRD, foreign exchange earnings, etc.)
would be available to support a significant portion of the
demand for imports from the United States.

Nonetheless, these figures indicate the following maximum
extraordinary financing requirements over and above FY 82 Eximbank
authorization levels:

Scenario I:- If one major country and two medium-sized . s
countries need extraordinary financing, the absoluate maximum -
additional demand on Eximbank resources would range- from

$1.0 billion to $2.0 billion, depending.on whether Mexico Dees

was a major country in liquidity crisis. S

Scenario II: 1If two major countries and four medium-sized __
countries required extraordinary financing, the absolute™ =~ 7 .
maximum additional "demand on Eximbank rescurces would range By
from $2.0 billion to $3.0 billion. ) e

..Scenario III:. If three major countriee and six mediuvm-sized - - oo
_ ‘countries need extraordinary financing; the absolute maximum E
" .additional demand_on Eximbank resources would.range fyxom_

"$3.0 to $3.6 billion. '~ o T B

The Administration will not have to seek additional Eximbank
authority for FY 84 in order to cover the most likely contingencies, )
unless thére is a decision to offer direct credits through special =
direct credit facilities. Since Eximbank will have $2.0 billion e
in excess insurance and guarantee capacity for the remainder of .
FY 83 and is likely to have $3.0 billion in excess guarantee and L
insurance authority for FY 84, the Bank should have enough ‘guaran- A
tee and insurance authority to cover the need for extraordinary LR
financing through the end of 1984. If special direct credits . C s
facilities are used, then the $2.0 billion in direct ¢credits now o
available for FY 83 should be sufficient. For FY 84, additional
direct credit authority would probably be needed for _ special
direct credit support. . - , .~ e

. -
R e

I. Policy Fraﬁew&ii-fﬁr'Speciél‘Eiiﬁbéﬁkjﬁaéiizfiéé_ji TR

(1) Special Eximbank programs should be based on a clear S
econamic rationale, particularly so the Congress can understand o
it. For example, the Administration should have prxojections
which indicate the magnitude of the gap in import financing

available to a country designated to receive the special assistance
before determining how much special Eximbank support is needed.

: Alternative financing gaps for a particular country could
be defined according to different assumptions as to growth rates
in that economy and likelihood of various sources of financing.

CONFIDENTIAL
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In the past, such estimates have varied from reality, so that
the special Eximbank programs may not be made on precise projec-
tions. Based on reasonable ranges of estimated need, the special
programs should be sufficiently large and flexible so as to (1)
inject funds gquickly; and (2) help instill confidence in private
sources of financing to that country.

(2) SIG-IEP should establish criteria which can discriminate
among potential recipient countries. The provision of extraordinary
financing facilities should.be linked. to.a number of explicit, but
flexible, condltxons, accordlng to 1nd1v1dua1 country circumstances,
These 1nc1ude' - - -

“'*IE) The government of the recxplent country should prov1de
-its full faith and credit guarantee.

(b)- The-fac111t1es should be spec1f1cally lznked to contlnued

. commercial-bank-financing and might be.used.as. an. incentive
for commercial banks to partxczpate in their fair share in
new lending to each country.

o (cJ__Other governments should provxde new. credlts along _____
with-the increase in U.S. credits to assure equztable sharxng
of the financing burden,

(3) The extraordinary credits should be provided only to
- . countries with IMF stabilization programs and Wthh stay in . .
. .compliance with them. : = e - , :
- (e) Any pending. or impending debt tesoheduling artangéments
would normally form an integral part of such extraordinary
.. financing. - ) _ FEEERE R U
~ (3) The SIG-1EP can develop and requlte-addltxonal conditions
and amend existing conditions for the provision of extraordinary
flnancxng, elther to be generally applied or country-speczflc.‘
'2-(4) The SIG—IEP should coordlnate ‘the actions of Exlmbank
and other agencies such as State and Agriculture which_can
contribute resources to an integrated U.S. Government approach.

(5) The implementation of extraordinary fznancxng facilities
may vary dramatically from country to country, since programs -

- should be tailored to particular country requirements, Extra-
ordinary financing facilities would presumably be prov;ded not
only to countries experzenc1ng immediate liquidity crises, but
to those countries in the process of working their way out of a
debt problem as a means of assisting this process. Examples of
‘different objectives which may fall within the context of extra-
ordinary financing and may require varied responses could include:
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(a) Providing liquidity financing that a government can
use to provide general foreign exchange needs on the capital
and trade accounts,

{b) Building confidence to discourage speculative withdrawals
of private credit.

- {e) ieveraging_private capital by_inducing private lenders
.-~ to provide more unguaranteed credit than: they otherwise. - _
would. '

{d) Sustaining minimum trade flows critical if _trade finance

is- unavailable. or scarce. - . - .. B : :
- -~ (e)- Assuring the availability of the necessary imported : .. .- ﬁ,-;;
s : inputs. for critical export production.. .. .- .. - ERREE R

{6). The Eximbank special actions should be structured toward
(a) demonstrable benefits to sustaining normal U.S. exports; and )
(b) "bailing in," not “bailing out," the banks. .. " - ' Dtk
e T o S T et R P s T S
(7) Actions.to bring in the banks would call for maximum use ) '
of Eximbank insurance and guarantees to entice commercial banks
and exporters to provide liquidity financing.

~ {8)- In each case,. the SIG-IEP and appropriate government _ ey
agencies should judge whether there is a reasonable assurance of o
repayment of. extraordinary financing. - This requirement presumably )
could be met by making governments the obligors or guarantors,
by the conditionality provisions and evidence of parallel actions L
by other governments, international financial institutions, and SRy
private banks, and by evidence that the recipient is taking steps .
to work its way out of its debt problem.. .- .- TR :
- - . {9) In the event of a multinational debt rescheduling the
.7i  issue arises, how should Eximbank's special support efforts be
treated? Short-term support efforts might, for example, be
rescheduled into a;muchvlonger,repayment,termvhhan.o:iginally;d
intended. ) ' ' ' ) .

" (10) Any extraordinaxy financing facilities should have a
*sunset clause," e.g., direct or guaranteed lines of credit should
have an expiry date. :

J. Implemeniétion Program

. Any countries which require extraordinary financing should
be identified as soon as possible so that the necessary implemen-
tation can proceed. The provision of special facilities should
take into account international economic and foreign policy

- i
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concerns in addition to the debt problems of the recipient country.
In order to use Eximbank's FY 83 program authority for these
purposes, Eximbank must authorize special facilities in excess

of $100 million by August 25. Disbursements can occur in any
subsequent time period, not restricted to any fiscal year.

Prior to such authorizations, consultations will be required with
the authorities of the recipient countries and the U.S. Congress.

The authorizations can be made subject to the conditions
- which the Administration may wish to establish now and negotiate
later with the recipients and other countries and commercial
banks which may be sharing the burden. In addition, the banks
which may implement the facilities in the U.S. and the rec1p1ent
countries may only be -identified after further negotiations.

V. Security Assistance Programs -

A. Economic Support\Fund

The Economic Support Fund {the Fund) provides highly conces-
sional loans and grants. Current legislation authorizes the :
President to furnish Fund assistance "to countries and organlza-"
tions on such terms and conditions as he may determxne 1n order
to promote economic or political stabxlzty.

- Where the Fund is used in countrles facing serious debt
problems, there are no obstacles to using it as short-term, .
fast-disbursing assistance linked to pollcy reform, IMF programs
or otheér. Since several countries who recieve Fund assistance
are those with debt problems, some portion of the FY 1984 $3
billion Fund budget could help. address 11quxd1ty problems ih -
'those countrxes.'

" Recent leglslat1ve hlstory, however, 1nd1cates Congress .
does not perceive non-project assistance to be a "development”
-activity, and increased use of the Fund for Jdebi e1ief could
lead to exp11c1t Congre551ona1 prohibitions. Moreover, extension
of Fund assistance to countries that are not recipients of tradi-
tional t.S. bilateral‘aid could undermine current U.S development
poli¢cy (e.g. maturation/ graduation).

B. Military Assistance ?rograms

" The Foreign Hxlltary Sales (FMS) credit programs are large
and growing. The interest rates are the cost of money to the
U.S. Treasury plus 1/8 percent. These relatively hard loan
terms, as well as the large and growzng levels of debt incurred
by many countries to buy m111tary equipment, are an 1ncreasxngly
significant part of the problem in some gdebtor countries.
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Section 1 of the Arms Export Control Act mandates that
activities undertaken under the Act should not cause undue
burden on recipient country economies. This mandate has been
used by the Executive Branch as the basis for seeking greater
concessionality in FMS programs, e.g. lower interest rates, longer
repayment periods, etc. .

The security assistance of the United States and its friends
and allies will continue to require extention of FMS guarantees ST
and credits, as-well as Military Assistance Programs- (MAP)}. To e
the-extent more concessionality can be introduced in FMS programs RIS
financed on relatively hard loan terms, it should bhe..actively - - e
considered in a separate. but. related exercise. .- -___:i-. ==

VI. Burdensharingk;;fr : ' . S

Some countr1esrhave more flexibility in responding to
debt problems in the methods in which relief can be offered
as well as the timing of the response. Therefore, we are -

gatherzng;xntelllgence on the programs available and the con- e 2B
straints present -in-major foreign creditor countries, in- oxder— L OER
to-be in a stronger position- when negotxatxng burdensharing - e

options with other creditor countries.

A country's contribution should be viewed as a a total
package and not segmented by capital goods, agr1cu1tural goods, U e
eter;3°in an attempt to achieve comparability on a- program-hy -~ ‘ v
program basis.  In some instances the United States may respond N
with both Eximbank and CCC support, while in cther lnstances,
solely with one or the other, but in any case it is the total
telief-which is important. : S

Once we_have a-better- understanding of -the foreign creditor -
countries' debt relief capabilities and policies, the SIG will
be.in.a better position to-discuss and decide on a burdensharing
formula to-apportion debt relief responsibility among-the creﬂ1tbr
countries.  Such a formula could be based on, for example, a

_ combxnatxon of trade patterns_and govexnment/bank exposare,>-TIliz

Trade pollcy factors wzll have to be addressed in determlnxng D
a burdensharing formula. For example, if it makes more sense
for the United States to offer agricultural support to country
X, given our own comparative advantage, would we be putting our
share of the capital goods market in that country at risk by
allowing a foreign government to capture the market through o
extraordinary financing? On the other hand; there may be instances ST
of extraordinary financing when we would welcome expanded:financing R
of manufactured goods by other countries and we would do our :
share by financing agricultural goods.

.
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VIi. Conclusions

Both Eximbank and CCC programs should continue to be used
in extending extraordinary financing to respond to the LDC debt
crisis. The IMF cannot remedy the LDC debt crisis alone. Creditor
country governments and private financial institutions should
cooperate with the IMF in providing new credit to countries
seeking debt relief, . '

Capabilities and Constraints. - Eximbank and CCC can provide-
extraordinary finance, either by using guarantee and insurance
authority to establish Mexico-type lines of insured/guaranteed
credit, or by using direct credit authority, which can each -
provide balance of payments benefits. Although both the direct
credit and guarantee mechanisms can be structured to provide

- additional liquidity support, it is recommended that extraordinary
financing generally be delivered through special insurance faci-

lities.— - -

Where the- Economic Support Pund (ESF) is used in countries
facing: serious-debt- problems,  there are no obstacles. to using
it -as-short-term, fast disbursing assistance linked to policy
reform oxr IMF programs. Congress, however, may object to the
use of the Fund for debt relief., The Foreign Military Sales
programs, which are large and growing, have become part of the
debt problem in some debtor countries, The role of these credit
programs should be rxeviewed in a separate, but related exercise,
While Eximbank appears to have adequate guarantee/insurance

authority over the FY 83-84 period, CCC is facing budget restraints.
Eximbank has an estimated $7 billion in excess program authdrity

' over this period: $5 billion in guarantees ($2.0 billion in FY

‘83 and $3.0 billion in FY 84) and $2.0 billion in direct credits
(FY 83 only). If extraordinary direct credit financing is used
extensively, however, the Administration may have to seek:supple-
mental direct credit authority.in FY 84.. CCC's TY 84,9%3.0 billion
guarantee. ceiling may not be adequate. to: meet anticipated- demands- -
for extraordinary financing. However, its specific- export .
financing program budget level can be adjusted by Administration .
action. Rough estimates -- based on past years' experience and
projected demands from countries experiencing serious financial
problems -- indicate that extraordinary demand for CCC guarantees,
might be $2.4 billion, some portion of which could be accomodated
within CCC's current $3.0 billion ceiling.

15/ OMB believes that the substantial ‘excess capacity available °
In Eximbank's programs could be used to support agricultural
exports, thereby reducing demand for additional CCC authority.
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Cost/Benefit. The major cost of using Eximbank and CCC
programs to offer debt relief is that it tends to undermine the
commercial nature of these programs. Moreover, unlike aid pro-
grams, both Eximbank and CCC must be satisfied that there is a
reasonable assurance of repayment before approving a transaction.
To ensure that the debtor country is taking steps toc improve its
economic situation, thereby maximizing prospects for repayment,
the provision of these extraordinary financing facilities should
be linked to a number of explicit, but flexible conditions,
according to individual country circumstances. .These.include: ..

— - (1}~ The-government.of the.recipient country-should provide

. ~TfEmjpgfull -and-credit-guaranteey -t et ol L n -4

. .: {2) The facilities should be specifically-kinked to-continued
_-_-commercial bank financing and .might De.used as ah.incentive .-
.~ for commercial banks to participate in their fair share in

—- new lending to each country. ' i ' -

- {3)..Other governments_should provide pgw‘qgedi;s_along~with-
—~—=_the-increase-in U.§. credits. to.assure.equitable.sharing of

.- Tlthe financing burdem,... .- .. .-.T=oo-n v R

(4) The new credits should be provided only to countries
with IMF stabilization programs and which stay in compliance
h .- with them, = . L S S

“'(5) Any pending or impending debt rescheduling arrangements
would normally form an integral part of such extraerdinary ==
_ . _financing. L e

- R DN e Toornilmmlll ool ool ‘;V‘___:“\_‘,',' -
~— -‘Thie major -benefits of. a coordinated and comprehensive_ extra-
ordinary financing arrangement are -that it (1) assures access to

credit, for .the debtor country so it can continue to’ import priority
goods, .(2) attracts additional commercial bank financing, and .
(3)..assists-successful -implementation cf domestic adjustment -

e -
 Pprogramb, —-- T —— e o e T e e e s e T Tt Tl T R

l.‘!l

. .--"The Trigger and .Shape of the Program, ~¥ _T*iniﬁéé?:_presump—
tion must be that an IMF adjustment program is in_place, that its
conditionality requirements are being met; or, if not, that there
is an exceptional reason why not, and that extraordinary U.S. .

trade finance assistance is justified in the circumstances. . Lt

The shape of the extraordinary U.S. assistance package
cannot be prejudged, but must reflect a decision on the specific
needs of the country and the precise U.S. objectives for under-
taking the-program, They could, for example, include announce-
ment of a program to reestablish financial market confidence,
to target assistance to specific debtor country industrial
product sectors, to provide vital agricultural inputs (such as
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feedgrains or feftilizer), or to stimulate additionality in
overall commercial bank lending in harmony with an IMF program,

Reserve Fund. While it is true that the volume of risky
guarantees 1s likely to increase in FY 84, there is no real advan-
tage for either Eximbank or CCC to create a reserve fund. When
Eximbank faces an extraordinary claims situation, as it did in
Mexico, claims would likely be put on the books as purchases of
assets, and have no impact on the Bank's capital and reserves. ,
Any claims not booked-as purchases of assets can be paid by - -
drawing on capital and reserves, which currently amount to almost Ce
$3.0 billion. Ultimate_claims-recovery is difficult to est1mate , .
and is-tied to country economic “improvement. For CCC, the “reserve T
fund” is infinite since CCC has unlimited borrowing authority .
from Treasury. . However, since CCC's outstanding borrowings- are
limited to $25 bxlllon, pay-outs not written off as losses (i.e.,
Congress has not appropriated new funds to -enable €CC to repay
Treasury), diminish CCC's borrowing ability for other purposes
mandated by CCC s Charter.

Cla1ms arising from extraord;nary Exnanczng have a hlgh~ -
probability of recoverxy; since they should be backed by the g
full faith and credit guarantee of the debtor country. Special
reserve funds are a bit of a delusion, giving false comfort to
those facing the decision of whether or not the financing is
structured so as to provide a reasonable assurance of repayment,.

Burdensharing. The U.S. Government is currently gathering
information about the capabilities and policies of foreign creditor
countries to give us a stronger position in negotiating burden- -
sharing options with other creditors. Burdensharing formulas’ o
could, for example, be based on trade patterns or bank exposure, e
taklng trade polzcy 1ssues Ihto account.,
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